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Welcome 


This document is designed to assist students worldwide to pass their CIMA El 
exams. We aim to provide clear, concise, and best notes to our students as much 
as possible. 


License 


You need to purchase a license to use this document. The document is not meant 
to be shared with anyone without valid legal permission. The license to use the 
document will be granted to you upon the purchase of the document. 


A single license that you purchased is valid only for you. And it allows you to read 
the document, but not to replicate, share or distribute the document. 


Do note that we allow you to download a PDF copy, unlike many publishers. 
Therefore, you are responsible for not sharing it with anyone who hasn't 
purchased a copy. 


Trial version 


We provide a trial version of this note kit that includes the introduction section and 
the first lesson. This trial version can be shared with anyone. 


URAS ACREA CaA Click here to view the online version of the trial. 


Where to purchase 


You can visit our website, www.finanicals.com to purchase a copy of this note kit. 
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Contact us 


You can always visit our website for more information. Feel free to email us with 
any concerns you may have. We highly value your feedback and any suggestions 
for further improvements. 


Website - www.finanicals.com 


E-mail - thefinanicals@gmail.com 


Visit Website 


Feedback 


In case you have anything to say to us including feedback, suggestion, exam 
results, or new content requests, you can use the following online contact form. 
Otherwise, you can directly write an email to us. We'll respond to you as soon as 
possible. 


Request access to other methods 


In case you purchased the note kit in one platform and you need to read it using 


any other reading method [explained here], please fill in the following access 
request form. We can grant access to your Google account. Therefore, make sure 
you provide us with a valid Gmail address. 
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Support us 


In case you like our work, you can support us. Your support will enable us to 
provide a better service to finance students around the world. You can support us 
in a number of ways. 


First of all, pass your exams. We always try our best to provide quality study 
material to our students in the simplest possible way. Therefore, try your best to 
pass your exam from your end. We would always be glad to hear your results. 
Please let us know when you pass your exam using our contact form or by writing 


an email. 


We always value your feedback. In case you can suggest any improvements, 
please let us know. You can also notify us with any question that was tested in 
your exam but not included in the note kit or in any “potential exam testing points” 
section. The potential exam testing points sections are powered by our student 
feedback and our team members’ feedback to a certain degree. Your feedback 
may support future students in their exams. [How to send feedback] 


You can also support us by purchasing a note kit. If you like the trial version, you 
can proceed to purchase a license. This note kit is the best concise note kit. 


In case you are satisfied with our work, you can share the link to the trial version 
with your friends. Do recommend us if you think this would help them. 


You can also support us through the Buy me a coffee website [Link]. In case you 
didn’t purchase a license, you can at least make a donation when possible. 


How to read 


You can read this book in a few different ways. Try these methods to decide what 
suits you the best. The first 2 methods will enable you to take full advantage of 
cloud computing features provided by google docs. 

1. Using the google docs online version 
Using the google docs app 
Download a PDF version 
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Print a PDF copy 


The above list is based on the order we recommend using the document. 
You can try and use a method that suits the best for you. 


Using the google docs online 
version 


You can use the google docs version to read this document using your web 
browser. This is compatible with a variety of computers including windows PCs 
and Macs. The navigation within the document would be easier as the app allows 
you to see the outlines in a convenient way and allows you to use links in the 
document. Any updates we make to the note kit will be reflected as soon as we 
publish them. 


Using the google docs app 


You can install the google docs app on your smartphone or tablet to read the 
notes on the go. The app will allow you to view the document in a way that suits 
your mobile's screen size so that you don’t have to zoom in or out all the time 
when you are studying. The app allows you to use dark mode, which could be 
useful in many cases. The navigation within the document would be easier as the 
app allows you to see the outlines in a convenient way and allows you to use links 
in the document. Any updates we make to the note kit will be reflected as soon as 
we publish them. 


Download a PDF version 


You can download a PDF version of this document to easily read it using a PDF 
reader app. Most modern web browsers support reading PDF files out of the box. 
On the other hand, most smartphones have the same capability as they come 
with a PDF reader app by default. The navigation within the document would be 
possible as most PDF readers allow you to see the outlines in a convenient way 
and allow you to use links in the document. It might take longer for the updates 
we make to the note kit to reflect on PDF versions. 


Print a PDF copy 


You can print a PDF copy to have a physical version of the document. You can try 
this method if you prefer paper notes more than a digital version. Do note that the 
navigation within the document would be possible as you would do with any 
other traditional book by referring to the content page. However, you wouldn't be 
able to use any links. You would have to open the digital edition to visit those links 
for additional reading. The update we make to the document will not be reflected 
in the printed version. You might have to reprint or use a digital version to see the 
updates. 


Included things 


You might see the following things within this book. 


Contents section 


A list of topics available in the book can be seen in the contents section. A more 
detailed list of topics with sup-topics is available in the index section. 


Lessons 


The lessons are presented in a concise way with all the content you need to pass 
your exams. The syllabus is divided into 12 lessons. More explanations on how the 
lessons align with the syllabus are available below. 


Changelogs 


We might make updates to this document based on our student feedback and 
various other reasons. A log of the changes we made will be available at the end 
of the book. [here] 


Note components 


You might see the following components within the lessons 


Definitions 


The definitions in this book are usually presented in a squared space. A definition 
is a statement of the exact meaning of a word. We usually try to keep definitions 
as much as similar to the official CIMA definitions as they could be tested. 


This right here is an example of a definition. This is what definitions look like in the 


book. 


Introductions 


Each lesson has a brief introduction at the beginning which explains what we are 
going to learn in each lesson. It is important to know what you are going to learn 
and your progress. Otherwise, you would lose track and end up being confused. 


Potential exam points 


At the end of each lesson, there will be a list of potential exam testing points. The 
points in these lists are included in the list because they've been tested in the past 
CIMA exams (according to our student feedback), presented in official CIMA exam 
practice kits, or tested in the CIMA aptitude programs. 


Note that anything outside of these points could also be tested in the actual 
exam. The exam is highly dynamic and machine-generated and there are no 
past papers available for this exam. Questions are usually within the syllabus, and 
this note collection covers all the aspects of the syllabus. 


The exam rarely includes very difficult questions that are related to the subject 
scope but are a bit outside of the syllabus. These questions might decide the prize 
winners. To answer such a question, you might need to develop a good 
understanding and a good general knowledge of subject matters. 


Notes 


Notes in the document might provide you with information and hint about using 
the document. For example, what to do with a section (study, skip for now), the 
probability of a topic being tested in the exam, or where we would tackle a given 
concept again in the syllabus 


This is an example for a note. This section contains user instructions 


Sidenotes 


In case it is necessary to explain additional concepts, we would be using 
sidenotes. Sidenotes are often used to explain concepts further and to provide 


examples 


*This is an example sidenote. This would explain something, in addition, 
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Links 


There are links within the document that might take you to external websites, 
resources, or to another section of this document. 


Sample Link 


Additional reading 


At the end of each lesson, there will be a list of additional reading material. 
Additional reading material might include resources, reference documents, 
articles, research papers, and books. We might also provide links to these 
resources. In any case, if those are not provided, or the provided links don’t work 
anymore, you can try searching for them on the internet or in a library. 


Link to contents page 


You can use the links in the header (which appears at the top of all the pages) to 
quickly visit the contents section or the index section. This works only in the PDF 
version. You can easily use the left panel to visit any section easily in the google 
docs version. 
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Visit contents page Visit index page 
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CIMA syllabus 


CIMA provide 2 main educational qualifications, namely 
1. CIMA Certificate in Business Accounting (Cert BA) 
2. CIMA Professional qualification 


CIMA certificate in business accounting is a prerequisite to CIMA professional 
qualification. You have to complete the CIMA Certificate in Business Accounting to 
proceed to CIMA professional qualification. Optionally, you can try obtaining 
exemptions for a qualification you hold to get into the CIMA professional 
qualification straight without doing the certification. For exemptions or other entry 
paths, you should contact your nearest CIMA office to obtain up-to-date details. 


The CIMA Certificate in Business Accounting consists of 4 subjects, namely, BAI, 
BA2, BA3, and BA4. Students have to sit for one OTQ paper per subject. Cert BA 
exams are 120 minutes long. BAI, BA2, and BA3 each contain 60 objective test 
questions, while BA4 contains 85 objective test questions. 


The professional qualification is divided into 3 levels 
1. Operational 
2. Managerial 
3. Strategic 
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AWARD: Membership of the Chartered Institute of Management A 
Accountants (ACMA/FCMA) and the CGMA® designation CGMA 


Assessment of practical experience requirements (PER) 
Strategic Strategic Case Study Exam 
Level 


E3 P3 F3 


Strategic Risk Financial 
Management Management Strategy 


Management AWARD: CIMA Advanced Diploma in Management Accounting (CIMA Adv Dip MA) 


Level 
Management Case Study Exam 
Pp? F2 
Advanced Management Advanced Financial 
Accounting Reporting 
Operational 
Level 


el = 


Management Financial 
Accounting Reporting 


Enterprise Pillar Performance Pillar Financial Pillar 


Students should complete 3 papers and a case study in each of these stages. The 
3 papers in each stage are focused on 3 subject areas. These areas are known as 
pillars. The 3 pillars are 

l. Enterprise - Focused on theory parts of management 

2. Performance - Focused on management accounting 

3. Financial - Focused on financial accounting 
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After completing the certificate level, students can sit for the 3 operational levels 
OTQ papers. After completing all 3 of those papers, students can sit for the 
operational case study. After passing the operational case study, students can 
continue on to the 3 OTQs at the managerial level. The same process repeats until 
the completion of the strategic case study. 


In this document, we are focused on the El subject, “Managing Finance in a Digital 
World”. The El subject is the first enterprise pillar subject of the CIMA qualification. 


El: Managing Finance in 
a Digital World 


The CIMA changed some key areas in the El subject in the 2019 edition of the 
syllabus. There used to be more theory on business administration in El in the 
previous edition of the syllabus. This time, they reduced the weight on generic 
business administration and management theories and added more content on 
trending subjects. 


The syllabus of the El subject is focused on 5 key areas 
A. Role of the finance function 
B. Technology in a digital world 
C. Data and information in a digital world 
D. Shape and structure of the finance function 
E. Finance interacting with the organization 


Let's compare what's new in the 2019 syllabus with the old 2015 syllabus. 
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Old 2015 Syllabus New 2019 Syllabus 


A. Role of the finance 
function 


B. Technology in a digital 
world 


C. Managing technology 
and information 
C. Data and information 


in a digital world 


D, Shape and structure 
of the finance function 


E. Finance interacting 
with the organisation 


The first 2 units in the 2015 syllabus were about organizations, operating 
environments, and the basic activities of the finance function. The new syllabus 
has a single unit (instead of 2) that focuses on those areas. 


Note that the previous syllabus contained a lot of content on Operations 
management, Marketing, Managing human resources, and Managing technology 
and information. Those areas had a unit per area in the previous syllabus. 
However, in the 2019 syllabus, all of those areas share a single syllabus unit 
(instead of 4). 


3 New areas have been introduced in the new syllabus. Therefore, brand new 
content on 

1. Technology (industry 4.0, and IT, New technologies) 

2. Data and information (Data privacy, Big data, Business intelligence) 

3. Modern finance departments (Job roles, the impact of automation, etc...) 
are present in this syllabus 


You can download the official document on the CIMA El syllabus published by the 
Global CGMA University and Academic Center of Excellence [pdf]. This document 
contains the resources and details on the syllabus. 
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El Exam 


You can download the official CIMA exam blueprints from their official website, 
www.cimaglobal.com [link]. You can obtain a scaled score between 0 and 150 for 
this paper. 100 or above represents a pass. [source]. The exam is machine 


generated by selecting random questions from a large question database and 
therefore is highly dynamic. The same paper you face will not be faced by 
anyone. There are no past papers for this exam. 


The El paper is what we would recommend taking Ist at the operational level of 
the CIMA professional qualification. This is because 
e Elis an exam with one of the highest pass rates [source] 


e The operational case study typically tests more concepts in P1 and FI than 
in El, therefore it would be easier to face the case study right after 
completing Fl and P1. 


This is of course our opinion, and according to many of our student's suggestions. 
You can decide to take exams in any order that would suit best to you. 


Facts about the El paper 
e 120 minutes long 
e contains 60 questions 
e Pass mark is roughly 67% (100 out of 150) 
o Atleast 40 answers should be correct 
o Which means you can still pass with 20 answers being incorrect 
e A CIMA paper with a high pass rate (about 80%) 
e Focused on theory (Usually, no calculations present) 
e AnOTQ paper that might contain 
o MCQs with one correct answer 
o MCQs with a specific number of correct answers 
o True or false question (1 or more statements) 
o Matching pairs 
o Labelling graphs, images, diagrams 
o Filling the blanks 
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Resources 


The official syllabus document mentioned in the previous section provides 
references to subject resources. Here’s a brief summary of some important 


resources 


CIMA research papers and 
articles 


The syllabus, especially the brand new areas in the syllabus are based on some 
research papers published by CGMA. 


Creating a vision for future series 


The syllabus includes many aspects introduced in the “Creating a vision for the 
future” research published by CIMA. You can download the paper that introduces 


this research from their website [page] [pdf] 


@ CGMA 


Lhe changin P Changing 
role-and marngale S technology 


of finance nd finance 


The series has 4 papers. 

1. Changing role and mandate of finance [PDF] 
Changing technology and finance [PDF] 
Changing shape of the finance function [PDE] 
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Changing competencies and mindsets [PDF] 
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CGMA published webinars that explain these papers by the original authors. You 
can watch those for free on the official CIMA website [here]. You can also 
download digital copies of the articles for free at the same location. 


Re-inventing finance for a digital world 


This briefing paper summarizes all 4 research papers in the Creating a vision for 
future series. In addition, there are some new concepts introduced as well. 


This white paper tells the story of the research underpinning CGMA's views on how 
new competencies are emerging in a digital world. It describes their implications 
for finance professionals, employers, academics and tuition providers, regulators, 
and policymakers. 


You can download a PDF of this paper from their official website [here] [PDF] 


Other CGMA whitepapers and articles 


Here’s a list of some other whitepapers we might refer to in this syllabus 
1. Unlocking business intelligence 
2. CGMA briefing - Big Data 
3. From insight to impact - Unlocking opportunities in big data [PDF] 


CIMA official study text 


We studied the following books before preparing this note. Some parts of this 
document might be based on the knowledge we obtained through studying the 
following publications. 

1. CIMA Managing Finance in a Digital World (E1) Study Text by Kaplan 


[purchase] 
2. El Managing Finance in a Digital World Course Book by BPP learning media 


[purchase] 


Other resources 


There are various popular books on management, research papers, and 
documents being used as resources in this syllabus. We'll mention the references 
within the lessons when we tackle those content. Here are some of those books 
used in the lessons. 
1. Cover photo credits to Tima Miroshnichenko 
THE UK CORPORATE GOVERNANCE CODE by FRC [Article] [PDF] 


The Fourth Industrial Revolution, by Klaus Schwab [Article] [PDF] 


2 
3 
4. SAS - five essential components of big data 
5. Mintzberg's structures in 5 

6 


. Michael Porter's competitive advantage 


Lessons and the syllabus 


Lessons in this document are aligned in the same order as in the syllabus. Let’s 
look at how each CIMA syllabus area aligns with our lessons 


The syllabus is divided into 5 key areas. Each of the areas has multiple outcomes. 
Note that each syllabus area is typically explained within 2 lessons, except for the 
last one. The last syllabus area takes 4 lessons. 


The following table explains how the lessons align with the syllabus 


Syllabus area Syllabus Outcome 


A. Role of the 1. Explain the roles of the LI. Role of the finance 
finance function | finance function in function 
organizations 


2. Describe the activities that L2. Activities of finance 
finance professionals perform | professionals 
to fulfill the roles 


B. Technology in | 1. Outline and explain the L3. Technology affecting 
a digital world technologies that affect business and finance 
business and finance. 


C. Data and 
information in a 
digital world 


D. Shape and 
structure of the 
finance function 


E. Finance 
interacting with 
the organization 


2. Examine how the finance 
function uses digital 
technologies to fulfill its roles 


1. Describe the ways in which 
data is used by the finance 
function. 


2. Explain the competencies 
required to use data to create 
and preserve value for 
organizations. 


1. Describe the structure and 
shape of the finance function. 


2. Explain what each level of 
the finance function does. 


1. Describe how the finance 
function interacts with 
operations. 


2. Describe how the finance 
function interacts with sales 
and marketing. 


3. Describe how the finance 
function interacts with human 
resources. 


4. Describe how the finance 
function interacts with IT. 


Exam weightings 


The exam equally weights the key areas of the syllabus. Each key area will 


L4. How the finance function 
uses digital technology 


L5. Data and the finance 
function 


L6. Usage of data in 
Creation and Preservation 
of value 


L7. Shape and structure of 
the finance function 


L8. Activities in different 
levels of the finance 
function 


L9. Operations and finance 


L10. Marketing and sales 
and finance 


L11. HR and finance 


L12. IT and finance 


represent 20% of the exam questions. This means, your El paper will contain 12 


questions per key area of the syllabus. 


Despite being explained in 4 separate lessons (instead of 2), the last key area of 


the syllabus will still only represent 20% of the paper (12 questions). 


Note that each lesson in this document will represent 10% (6 questions) of the 


paper on average. However, the last 4 lessons will only represent 5% (3 questions) 


of the syllabus per lesson. There is plenty of content in the last 4 lessons, but the 


exam weight is still low. 


Syllabus area a Lesson Vizi Avg. 
A 


A. Role of the 
finance 
function 


B. Technology 
in a digital 
world 


C. Data and 
information in 
a digital world 


D. Shape and 
structure of 
the finance 
function 


E. Finance 
interacting 
with the 
organization 


LI. Role U. Role of the finance function | the finance function 


L2. Activities of finance 
professionals 


L3. Technology affecting 
business and finance 


L4. How the finance function 
uses digital technology 


L5. Data and the finance 
function 


L6. Usage of data in Creation 
and Preservation of value 


L7. Shape and structure of the 
finance function 


L8. Activities in different levels 
of the finance function 


hom | 


a 
re 
T 
aa 
er. 


L9. Operations and finance sx fs 


LIO. Marketing and sales and 
finance 


L11. HR and finance 


H— 


5% 
5% 
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L1. Role of the finance 
function 


Introduction 


There are 3 major topics we are going to discuss 
1. Organizations and their operating environments 
2. How finance function creates and preserves value 
3. Ethical considerations of the finance function 


This lesson is somewhat lengthy as it lays out some groundwork for the entire 
syllabus. In addition, this lesson briefly introduces some concepts that we might 
tackle in later lessons. 


It is worth noticing that CIMA subject pillars (E, P, F) are focused on different roles 
of the finance function 

e P- Focuses on What the finance function does 

e F- Focuses on What the finance function does and its Implications 

e E- Focuses on How the finance function is organized 


The new norm 


Change is the new norm in many organizations due to seismic shifts in the level 
of competition, customers’ expectations and the global political outlook 
combined with the fast pace of technological change. 


This evolution is rapid and often unpredictable. With the new norm 
e Organizations have to plan for a different way of doing business. 
e The role of the finance function had changed. 


Organizations and their 
operating environments 


An organization is a social arrangement with a particular goal or purpose with a 


boundary separating it from its environment. 


There are several contexts in which organizations operate 
1. Business sector that the organization operates 

Business type 

Mission, vision, and objectives 

Business environment 

Stakeholders 
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Business sectors 


There are 2 major sectors in that businesses operate 
1. Private sector - Businesses owned by private individuals or organizations 
2. Public sector - Businesses owned by the state 


Business in the above sectors can further break down into types 
l. Private sector 
a. Profit-oriented (Most organizations are profit-oriented) 
b. Not-for-profit oriented 
2. Public sector 
a. Public services (Eg: Schools, Hospitals, Police) 
b. State industries 


Business types 


Different types of businesses interact with finance functions in different ways. Let’s 


talk about these types of businesses and how each of them can affect their 


finance function. Different business types have different kinds of primary goals. 


Profit-oriented organizations 


The purpose of these organizations is to make a profit for their owners. There are a 


few types of for-profit organizations. 


1. Sole proprietorships 


a. 
b. 


Cc. 


These are businesses owned and controlled by an individual. 
Doesn't have legal personhood (The law doesn’t consider these 
businesses as legal entities, the owner should personally act instead 
in legal activities) 

The owner has unlimited liability for the debt of their business. 


2. Partnerships 


a. 


C. 
d. 


These are businesses owned and controlled by a group of 
individuals (Partners). 

Proportionate the ownership of the business to the partners using 
various methods (written agreements, Verbal agreements) 
Doesn't have legal personhood. 

The partners have unlimited liability for the debt of their business. 


3. Companies 


a. 


These are businesses owned by an individual or a group of 
individuals known as shareholders 

A portion of a company owned by a shareholder is called a share. 
Only companies issue shares to their shareholders 

Do have legal personhood. 


d. Shareholders have limited liability for the debt of their business. 


e. There are 2 major types of companies 


i. Private companies - Issues shares to shareholders privately. 
ii. | Public companies - Issues shares to shareholders on public 
exchanges. Shares can be traded in stock markets. 
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Not-for-profit-oriented organizations 


These are organizations prioritizing goals other than making a profit. Eg : social 
rights, well-being, promoting ideas, and providing a benefit to society. 

Non-profit organizations might still require a profit to further expand their 
organizations and to support their primary goals. However, generating an income 
for their owners is not their primary goal. 

Examples of non-profit organizations - Charities, Societies, Associations, and 
Government departments (Education, Health) 


Objectives of Profit-oriented and Not-for-profit-oriented 
organizations 
Please consider reading the differences between the objectives of Profit-oriented 


organizations and Not-for-profit-oriented organizations in the objectives 
hierarchy section later in this lesson. 


Co-operatives (Mutual organizations) 


Co-operatives can be considered a special form of a not-for-profit organization. 
In theory, co-operates are owned by their customers (members). 

Co-operatives don’t make profits for their shareholders. Instead, they act to 
provide a benefit to their members. Any surplus is also spent on the well-being of 
members. 


Multinational corporations (transnational 
corporations) 


Any corporation that is registered and operates in more than one country at the 
same time is referred to as a multinational corporation (MNC). 

In most cases, the corporation has its headquarters in one country and has wholly 
or partially owned subsidiaries in others. 
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Public services 


Governments establish these businesses to provide some benefits to their citizens. 
These organizations are not focused on profit but on social well-being. Depending 
on the service, they have a wide range of goals and purposes. 

The income of these organizations depends on the funds they receive. Therefore, 
they don’t have much control over their incomes. 


Non-Governmental Organizations (NGOs) 


An NGO is a private non-profit organization that operates independently of the 
government. 
Their primary goal is not profit-making. They are not owned by any government. 
There are a few major types of NGOs 
1. Campaigning NGOs - These are the NGOs that attempt to influence social 
or state policies and opinions using various tactics. (Eg - Human rights 
organizations, Vegan organizations) 
2. Operating NGOs - These attempt to provide a product, service or benefit to 
society through projects and work. (Eg - Charities) 
3. QUANGOs - NGOs known as Quasi Autonomous NGOs are a type of private 
organization that shares an objective similar to the public sector 
organizations. 


Effect of business types on the finance 
function 


Finance functions in different types of organizations are affected by different key 
factors such as 
e Owners - Different types of owners might want different things from a 
business. 
e Income sources - Funding of the organization might make some major 
changes. State services are funded by the state, corporates are funded by 
shareholders, and proprietorships are funded by their sole owners. 


e Overall goal - Some organizations want to make profits whereas some 
want to provide social benefits. 

e Performance measuring - A corporate might measure its success by its 
profit whereas an NGO might measure its success based on how many 
people it influenced. 

e Technology usage - A multinational corporation might be inclined more 
toward technology than a partnership 


Mission, vision, and objectives 
The different kinds of organizations have different kinds of goals. We can break 
down these goals into 3 key areas known as vision, mission and objectives. All 
vision, mission and objectives should be aligned with each other to properly 
represent the goals of a business. 


Vision 


A vision is a vivid view of the desired future state of an organization at some point 


in the future based on the organization's goals and aspirations 


A vision is a high-level target and focused on an exceptionally long time period. A 
vision is important as it is concerned with the future strategy and the ultimate 
ideal goal of the organization. 


Examples 


Tesla : create the most compelling car company of the 21st century by driving the 
world's transition to electric vehicles 


Mission 


Mission describes what line of business a company is in, why it exists, and what 


purpose it serves in line with its stakeholder's expectations. 


A mission statement is about the scope of the organization, its purpose of it, and 
how it wants to achieve its purpose. A mission statement is usually a concise brief 
explanation that takes a few lines of words or a short paragraph at most. 


Key areas 


A mission statement usually covers some key areas 
e Purpose of the organization 
e Scope of the organization (Operating areas/market) 
e Aglimpse of its culture 
e How it plans to achieve its purposes (objectives) 


Examples 


Tesla : to accelerate the advent of sustainable transport by bringing compelling 
mass-market electric cars to market as soon as possible. 
e Purpose - to accelerate the advent of sustainable transport 
e Scope - mass-market electric cars 
e Culture - compelling mass-market electric cars (Affordable/ Economical) 
e How - as soon as possible 


Nike - To bring inspiration and innovation to every athlete* in the world. 
e Purpose - bring inspiration and innovation to every athlete 
e Scope - the world 


Microsoft - to empower every person and every organization on the planet to 
achieve more. 
e Purpose - empower every person and every organization to achieve more 
e Scope - the planet 


Apple - to bring the best personal computing products and support to students, 
educators, designers, scientists, engineers, businesspersons, and consumers in 
over 140 countries around the world. 
e Purpose - bring the best personal computing products and support 
e Scope - students, educators, designers, scientists, engineers, 
businesspersons, and consumers in over 140 countries around the world 
e How - best personal computing products and support 


Objectives 


Objectives are the specific and measurable targets companies set to control and 


measure their organization's functionality and performance. 


Vision and mission indicate the general purpose of an organization whereas the 
objectives are specifically set to achieve those purposes. Objectives provide 
achievable targets to walk toward the organization's ultimate goal. Objectives 
arrange the stepping stones to accomplishing its mission and vision. 


SMART Objectives 


Objectives should be SMART. 
e S- Specific 
e M- Measurable 
e A- Achievable 
e R- Relevant 
e T- Timely 


Functions of objectives 


e Planning - Establish the roadmap on how the organization is going archives 
its purposes 

e Responsibility - Communicate the responsibilities to the staff 

e integration - Should make the functions of a business consistent by being 
consistent with other organizational objectives. 

e Motivation - motivate the staff by specifying their specific goals 

e Evaluation - Enables performance assessment by defining measurable 
targets. 


Objectives hierarchy 


In organizations, there is a primary objective and secondary objectives which 
collectively supports the achievement of the overall organizational objective. 


It is worth considering the difference between the objectives of profit-oriented 
and not-for-profit-oriented organizations. 


ro 4 Profit-oriented Not-for-profit-oriented 


Primary Maximise owner wealth Maximise benefit to beneficiaries. 
objectives 


Secondary Detailed milestones defined | Economy* (Control costs), 
objectives to demonstrate the path of | Efficiency* (Achieve objectives at 
maximizing the owner's the lowest cost), and Effectiveness* 
wealth (A measure of achievement by 
reference to objectives) 


*Economy, Efficiency, and Effectiveness are further explained [here] later in this chapter. 


In addition, objectives can be differentiated according to the organizational level 
as well 
e Strategic objectives - Sets the overall long-term objective 
e Tactical (managerial) objectives - Set to plan and control individual 
functions of the organization 
e Operational objectives - Act as everyday performance targets 


Financial and non-financial objectives 


Objectives can be financial as well as non-financial. 
Examples 
e Financial - Sales, Cost of sales, Market share, Assets, Unit cost 
e Non-financial - Customer ratings, Product popularity, Product development 


Critical Sucess Factors (CSFs) 


Objectives broken down into elements that are necessary to achieve the objective 


are called CSFs. 


By achieving these factors, organizations can reach their objectives. 


Each department (or function i.e- sales, HR, IT) in the organization might have its 
own CSFs. The individual functions usually identify their CSFs by themselves. The 
finance function can partner up with each department to generate relevant KPIs 
for their unique CSFs. 


Examples of CSFs and KPIs are below... 


Key Performance Indicators (KPIs) 


KPls are quantifiable measures used to evaluate the success of organizational 


objectives, targets, and performance. 


It is required to 
e Identify the critical areas 
e Establish suitable matrices (KPIs) 
e Setting targets to outline the desired level of performance 


Many KPIs are financial factors but some are non-financial. KPIs can be used as 
performance measures and control mechanisms. Managers can set KPI targets 
and if they are not met, reactions should be taken. 


Each department (function) can have its own KPIs based on its own CSFs. The 
finance function assists the process of creating KPls for CSFs of these 
departments. The finance function will work with all departments (functions) of 
the organization to assemble information on KPIs. It is necessary for finance 
professionals to partner up with professionals in these departments as they 
possess specialist knowledge in their specialist fields. It is unlikely for a finance 
team to work on another department's KPIs alone themselves. 


Examples : Acar service center 


CSF A related KPI 


Ensure customer satisfaction Ratings given on social media pages 


Increase service efficiency Average cost per service session 


Provide fast service Average service time 


CSF vs KPIs 


Like a key performance indicator (KPI), a CSF helps pave the way to project 
success. The difference is that CSFs often focus on more high-level concepts, not 
metrics or data. 


To put it simply, a CSF focuses on the underlying cause of success, while a KPI 
measures the impact of the actions you take. 


For example, if the CSF is to increase lead quality, the KPI would be the average 
value of new deals. 


CSF vs KPI Source 
Note : We will talk about KPIs unique to different organizational departments 


(functions) in the last 4 lessons. These include Operational KPIs, Marketing KPIs, HR 
KPIs, and IT KPIs. 


Business Environment 


Business environment is the sum of all physical and social things that surround an 


organization. 


The business environment can be divided into 2 segments 
1. Micro environment (task environment) 
2. Macro environment (general environment) 


Micro environment (task environment) 


Micro environment is the portion of the environment that can directly impact the 
organization. The micro environment consists of things such as suppliers, 
customers, employees, shareholders and competitors. 


Macro environment (general environment) 


Macro environment is the portion of the environment that indirectly impact the 
organization. The macro environment is often described using the PESTEL model. 


Technological Technology and its impact on the industry 


Environmental How the natural environment affect the business and the 
business affect nature. 


legal o How laws and regulations affect the business 


Note - We will talk about the PESTEL analysis in later lessons [here] 


The digital world 


Digital world is the environment constructed by the increasing levels of digital 


technology usage in our everyday life. 


In the digital world we live in, data and information is collected, stored and 
processed in many different ways. 


Technological connectedness 


Technological connectedness is a concept that describes the fact that In this 


digital world, we have all become more connected. 


The world is flatter and more volatile. In a world of creating, storing, retrieving and 
synchronizing data, rules of engagement have changed thanks to a confluence of 
technological innovations and advances. 


The technological connectedness was introduced in the CGMA whitepaper 
“Re-inventing finance for a digital world”. Click here to view a digital copy of the 
article. Refer to page 3 for technological connectedness under the pace of 
change topic. 
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Increasing levels of | Informed consumers expect the same level of convenience 
competition from all the organizations they interact with, right across 
their ecosystems. 


Communication is Crucially, in a connected ecosystem, others can instantly 
becoming easier see your greatest ideas and quickly copy them for their own 
and faster advantage. 


Changing those It's changing how new competitors enter the market and 
who were how we interface with customers and stakeholders in the 
traditionally seen business ecosystem. Yesterday's competitor might become 
as competition tomorrow's collaborator. 


Stakeholders 


A stakeholder is someone (Person/Group/Organization) who has an interest 


(stake) in the organization. 


Typical stakeholders 


e Shareholders e Suppliers 
e Managers e Society 
e Customers e Government 


e Employees 


Stake 


Stakeholders typically have a stake related to the organization. The stake of a 
stakeholder can be understood by understanding what they would lose if things 
go wrong with the organization. For example, if things go wrong shareholders will 
lose their “Financial investments”. The managers will lose “Status, Career, 
Employment income, and safety”. The customers will lose the ability to fulfill their 
“Product needs and wants” 


Shareholders vs stakeholders 


The shareholders and stakeholders aren't the same. Shareholders are a type of 
stakeholders. There are many other stakeholders as well. Shareholders are very 
important among all the other stakeholders. 


Types of stakeholders 


Stakeholders can be classified into 3 categories as follows. 
1. Internal stakeholders 
2. Connected stakeholders 
3. External stakeholders 


Internal stakeholders 


Internal stakeholders are stakeholders found within the organization. They operate 
within the boundary of the organization. Unlike the other types of stakeholders, 
internal stakeholders have a very close relationship with the organization and 


have a significant interest in how the organization functions. 


Stakeholder Stake Expectation 
(What is at stake?) 


Employee Career, Employment A good salary, wages. 
income and safety Employee insurance 
Proper work environment 


Career safety and career 
Manager Status, Cares! succession paths 
Employment income Pension 
ancisoicly Job security 


Connected stakeholders 


Connected stakeholders are stakeholders who either invest in or have deals with 
the organization. 


Stakeholder stake = Expectation 
Shareholders Financial investments | Dividends, Capital growth and the 
continuation of business 
Customers Product needs and Value for money, Products and 
wants services 


Suppliers Things they supply and | Propmptly payments, Further 
their value business, Revenue 


Money lend Return on their investment 


External stakeholders 


External stakeholders are stakeholders with indirect links to the organization. 
Despite having no direct relationship, they can still be affected by the actions of 
the organization. 


Community Personal safety, Having no negative impact on their 
Environmental safety life. 


Environmental Fulfillment of their Having no negative impact on the 
pressure groups | organizational goals environment. 


Government Public infrastructure Proper care for employees, 
regulatory granted to use, The Provision of tax and compliance 
agencies welfare of employees, | with legislation 

Reputation of legal 

system 


Stakeholder conflicts 


A stakeholder conflict is a situation in which different stakeholder groups have 
incompatible or contradictory goals. 


Stakeholders have different interests. As in the above table, different stakeholder 
groups have different expectations of a business. In some cases, fulfilling the 
expectations of a stakeholder might reduce the ability to fulfill the expectations of 
another stakeholder. 


Here are some typical stakeholder conflicts that may arise 


Managers Vs Shareholders | Growth by merger/takeover/issuing shares Vs 


Independence of ownership 


Employees Vs Managers Wages, Jobs Vs Bonuses 
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Customers Vs Shareholders | Product/Service quality Vs Profit, Dividends 


Public Vs Shareholders Effect on environment Vs Profit, Dividends 


Note : A case like Managers vs Managers, or Employee vs Employee might not be 
considered as a stakeholder conflict as they fall in the same stakeholder group. 


Stakeholder management 


As we stated above, stakeholder interests might conflict. It is the organization's 
responsibility to properly manage its stakeholders and to take care of these 
conflicts. “Mendelow’s power-interest matrix” can be useful in such cases. 


Level of interest 
Low High 


Minimal Keep 
ii effort informed 
Level of 
power 
Keep Key 
High! satisfied players 


Typical examples for matrix areas 


e Minimal effort - Casual labor 
e Keep informed - Core employees, Typical suppliers (replaceable) 
e Keep satisfied - Government, Customers 


e Key players - Executive managers/employees, Major suppliers 
The matrix can assist an organization in stakeholder management. The 


expectations of key players should be considered during the formulation of new 
strategies 
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Criticisms of the power matrix 


Mendelow’s power-interest matrix has been around for a very long time. Despite 
being old, it is still being criticized for some of its flaws 
e Individual customers can sometimes be categorized as having low power 
and consequently merely keeping them informed. Which is a practical joke. 
e It fails to provide adequate instruction on how to deal with key players 


How the finance function 
creates and preserves 
value 


Finance function Creates, Preserves, and Narrates value. In this section, we are 
concerned about how finance Creates and Preserves value in organizations. The 
narration will be explained in Lesson 2. 


Value 


| Value is the measurement of the benefit generated by individuals or | 
| organizations. | 


The concept of value is subjective to the type of business. Different organizations 
with different goals might consider different aspects as value. Therefore, different 
organizations will measure value in different ways. For example 


Organization Measurement of Value 


Profit-oriented organization Profit generated 
Increases in shareholder wealth 


Non-profit organization Targets achieved 
Benefits delivered to the society 


Economy, Efficiency, Effectiveness 


The value added to an organization can be maximized by applying the principles 
of economy, efficiency, and effectiveness. 


Ce pas SSS 


Economy Getting the right inputs at the lowest cost. In other words, the 
principle of performing activities for the minimum cost. 
Eg - Making a unit of a product for $20 is more economical than 
making a unit of the same product for $50 


Efficiency Getting as many outputs as possible from the input. In other 
words, the principle of maximizing output for a given input. 
Eg - Producing a unit using 5kg of material is more efficient than 
producing a similar unit using 10kg of material. 


Effectiveness | Effectiveness is the relationship between an organization's outputs 
and its objectives. It ensures that the outputs of a service or 
program succeed in achieving objectives. 

Eg - one of the indicators often used to measure schools’ 
performance is exam results, and this provides a measure of 
effectiveness. Is the tuition which pupils receive building their 
knowledge and, in turn, helping them to pass their exams? 


All the above principles are closely related. Economy and efficiency together can 
make processes more effective. 
Economy + Efficiency = Effectiveness 


The role of accountants in a 
digital world 


According to the CGMA whitepaper “Re-inventing finance for a digital world”, 
many roles performed by accountants will be automated within the next couple 


of decades. However, this process will enable accountants to focus on more 
value-adding activities. This is something we would discuss throughout the 
syllabus, especially in L4 [here], L7 [here], and L8 [here]. 


The functions in organizations 


There are 5 major functions common to most typical organizations. 
1. Sales and marketing 

Operations 

Human resources (HR) 

IT 


Finance 
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Each of these functions might have separate departments, Staff, and managers 
depending on the organizational structure (which will be discussed later in Lesson 
Zin detail). 


These typical organizations generally take 3 basic types of resources namely 
l. Material 
2. Labor and 
3. Money 

to produce products and services. 


We are primarily focused on the finance function among the major 
organizational functions. The finance function looks after the money (Financial 
resources) that an organization has. 


What is the finance function 


The finance function refers to practices and activities directed to manage 
business finances. The functions are oriented toward acquiring and managing 
financial resources to generate profit. 


Key roles of the finance function 


Finance function performs 3 roles in an organization 
1. Enables an organization to create and preserve value 
2. Shapes how an organization creates and preserves value 
3. Narrates how an organization creates and preserves value 


El | Managing finance in a digital world 2019 syllabus 


In the CIMA Professional Qualification, the ‘Enables’ element is encompassed in 
the Enterprise pillar; the ‘Shapes How’ piece is covered in the Performance pillar; 
and ‘Narrates How’ is part of the Financial pillar 


Basic activities of finance - Information to 
impact framework 


The whitepaper introduced the concept of “Information to Impact framework”. The 
framework identified 4 interconnected activities. 


Note: It is worth noticing these activities now but these will be discussed later in 
detail in Lesson 2 (L2). In case this section seems to be complex, please leave this 
section for now and come back later after studying lesson 2. 


Assemble Advise 


| 


Analyse Apply 


Acumen 


Finance works Finance works 
in isolation with others 


Accounting Management 


1. Assembling information The process of collecting, cleansing and connecting 
data into valuable information. 
Eg - Financial accounts, management accounts 


2. Analyzing for insight Analyzing accounting information to identify 
patterns, trends and insights. 
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3. Advising to influence Communicates these insights and contributes an 
objective, responsible perspective to influence 
decision-making. 


4. Applying for impact Guide actions and help ensure organizations 


achieve the required impact 

finance function enables and uses control systems 
such as strategic planning, budgeting, 
performance measures and performance reviews. 


Additionally, the whitepaper explains acumen 


5. Acumen The finance function ensures it assembles valuable 
information to inform the consideration of 
subsequent proposals. 


This information can range from reports to 
analyses of the outcomes achieved or experiences 
gained from relevant initiatives. 


The activities will be individually discussed in Lesson 2 (L2) 


The value matrix of the finance function 


Note : In case this section seems to be complex, please leave this section for now 
and come back later after studying lesson 2 because the finance value matrix 
relies on the “Information to Impact” framework discussed in the 2nd lesson. This 
section is less likely to be tested in the exam. 


Note : In case the framework or the matrix isn’t clear after reading through this 
section, please watch the Ist webinar of this webinar series published by CGMA to 
see how the authors (Dr. Martin Farrar and associates) present this whitepaper 


and concepts in detail. 


The whitepaper introduces the finance function value matrix. In each activity the 
finance function performs, it generates value in a different way. 
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Here’s a pictorial representation of the information to impact framework 


Advise 
EE iia 
Analyse Apply 
Acumen 


The below picture represents how finance function act in each activity level of the 
“Information to Impact framework". Finance function act as different things in 
different activity levels. 


Advise 


Assemble Trusted Commercial Steward 


Source Analyst 


Business 


Partner 


& Expert 


Analyse . Apply 


Acumen 


The above activities can be arranged into a matrix as in the picture below 


Communication and use of 
accounting and management information 


Business 
Partner 


Create 
Value 


Preserve 
value 


Trusted Commercial 
Source Analyst 


Assembly and analysis of 
accounting and management information 
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The following table explains what each axis says. 


a Representation Attributes 


represents what finance 1. ‘sourcing and analysis of 


functions do information’ 
2.‘communication and use of 
information’ 


represents why finance 1. To ‘preserve value’ 
functions do them. 2. To ‘create value’ 


The above matrix can be simplified as follows 


Communication and use of information 


: Value 
Stewardship à 
enabling 
2 2 
> S 
z < 
” 2 
L S 
a Data Value 
integrity analysis 


Sourcing and analysis of information 


Area How finance acts 


Stewardship Finance acts as the subject matter steward&expert, contributes 
to strategic decision-making, including defining objectives with 


regard to developing the business model 


Value enabling | finance acts as a business partner, uses insights to address 
performance issues, and enables solutions to create value. 


Data integrity | finance as a trusted source of the management information, 


provides data integrity 


Value analysis | finance as a commercial analyst, provides insights into the 
drivers of organizational value 


The value finance brings to an 
organization 


According to the CGMA whitepaper mentioned above, the value of the finance 
function can be summarised into points as follows 
1. Reporting accuracy: a balanced approach between effort, accuracy, and 
relevance. 
2. Partnering and decision support: become a better partner with the 
business to make better business decisions. 
3. Controllership and risk: known for having robust controls embedded 
across your core financial processes, providing surety over your numbers. 
4. Enterprise-wide cost management: sponsoring and leading initiatives to 
provide cost transparency and enable the organization to identify and act 
on opportunities to reduce costs. 
5. Analysis and insight: increase the level and quality of insight delivered to 
the business. 


Key activities of finance function 


There are distinct activities in a finance function that enable, shape, and narrate 


value. 


Shape value Performance management 
Control 
Narrate value Financial reporting 


Planning 


Planning turns organizational targets, objectives, and critical success factors 
(CSFs) into a detailed roadmap that makes it possible to achieve them. 


The finance function converts the plan into a financial representation, often 
known as a budget. A budget can be monitored and can be used to measure 
performance by using KPIs and other management accounting practices. 


Budgets are driven by controllable factors such as costs as well as some 
uncontrollable factors such as demand. 


Forecasting 


Forecasting predicts or estimates different factors that can be used in various 
planning activities. The planning and forecasting roles often work together and 
are mutually connected. 


Forecasted data is often used in budgets. 


Resource allocation 


Resource refers to everything available for an organization to properly function 
and reaches its goals. 
Examples - Physical material, Financial capital, Human resources, Property, etc... 


Resource allocation is the effective assigning of scarce resources to different 
activities for achieving organizational strategic goals. 
Eg - 

e Should we use this batch of leather to produce bags or shoes? 

e Should we assign this supervisor to factory A or factory B? 

e How many sales officers should be assigned to the upcoming bag 

marketing campaign? 
e How many machines should we employ in department C 


Effective resource allocation contributes to the success of organizational goals. 
The finance function enables the management to take the best strategic resource 
allocation decisions through data analysis. 


Performance management 


Performance management is the process of monitoring organizational 
performance over time. Performance management allows the management to 
evaluate the organization. It ensures that a set of activities and outputs meets an 
organization's goals in an effective and efficient manner. 


Control 


Control is the process of taking corrective action where performance fails to meet 
predefined targets. Performance management and control are closely linked 
together. Value can be created by minimizing losses caused by 
underperformance and maximizing profits in favorable situations. 


The finance function supports both performance management and control by the 
effective application of KPIs and other management accounting practices (such 
as variance analysis) 


Financial reporting 


Financial reporting is the activity that narrates the value created and preserved 
by the organization to external and internal stakeholders. 


Financial reports that are provided only to the internal stakeholders are 
management accounts. 


Financial reports that are provided to external stakeholders (as well as internal 
stakeholders) are statutory financial statements. It is necessary to create these 
reports to comply with the law and to fulfill audit and other third-party purposes. 


Ethics in finance function 


In this section, we are going to talk about, 
1. Corporate governance 
Ethics 
Corporate Social Responsibility (CSR) 


oN 


Corporate Digital Responsibility (CDR) 


Corporate governance 


Corporate governance is the set of processes and policies by which a company is 


directed, administered and controlled. 


In other words, It is the system of practices that drives and controls the 


organization. 


Corporate governance assists in preserving the value of an organization by 
providing effective controls in order to manage risks. By doing so, Corporate 
governance reduces the problems generated by having poor controls and 
procedures. 


Separation of ownership and control 


Separation of ownership and control is the explanation for a situation in which the 


owners are not the ones that operate the organization. 


Companies are owned by the shareholders but managed by the directors. This 
might not be the case for small-scale businesses, but this is almost certainly the 
case with large companies. 


In companies, owners and managers are 2 different parties. 
1. Owners are the shareholders known as the “Principal” 
2. Managers are the directors known as the “Agents” 


The shareholders appoint directors to manage their business for them. In this sort 
of environment, it is possible for the “agency problem” to arise. Therefore, 
corporate governance is important to companies, as it reduces the risk of this 
“agency problem”. 


Agency problem 


Agency problem is a conflict of interest between the principal (Owners) and the 


agent (Managers). 


The agent and the principal might have their own self-interests which are 
contradictory to each other. Fulfilling one in the extreme will leave the other party 
unsatisfied. For example, the managers might want to increase their salaries, 
benefits and payments whereas the owners might want to make a profit out of 
their business. 


Corporate governance ensures that the directors are held accountable to the 
shareholders. Corporate governance ensures that those who manage the 
business do it in a way that serves the interest of the owners rather than pursuing 
their own interests. 


Risk of poor corporate governance 


The worst-case scenario is the closedown of the business. The organization might 
cease to exist because of poor corporate governance. In addition to that, there 
are many more risks involved with improper corporate governance. 


The failure of corporate governance may be visible in the organization's activities. 
Some illustrations of poor corporate governance are listed below. 


1. Lack of supervision 

Employees without supervision can cause more harm than benefit. In addition to 
directors working toward their own interests, employees might also follow their 
own interests rather than organizational goals. 

There might also be problems caused by their incompetencies, irresponsibility 
and fraudulent activities. 


2. Lack of board involvement 

Boards that do not meet frequently and properly enough and boards that take 
decisions based on inadequate information could be a sign of improper 
corporate governance. It is also problematic if they can’t take organizational 
objectives and activities into proper consideration. 


3. Lack of adequate control functions 

Lack of internal audit functions and ineffective audit functions can create more 
problems. If employees in major roles (especially audit committee members) lack 
competencies, things might get out of control. 


4. Individual dominations 

Problems may arise if the director board is dominated by a single member while 
other members are powerless. The single person might be able to pursue his own 
interest while discarding the organizational goals. 


5. Lack of independent scrutiny 

External auditors might be afraid to carry out appropriate actions for fear of losing 
the contract. Meanwhile, the internal auditors might fear to raise their voices in 
fear of losing their job. 


6. Misleading accounting information 

Misleading information could be the result of a variety of issues within an 
organization. It may be associated with or cover fraudulent activities. Misleading 
information can damage a company’s reputation and might be very harmful in 
the long term. 


7. Emphasizing short-term profitability 
The dire need of having short-term profit will lead to dire consequences. The staff 
might end up adjusting financial values to get the result they wanted. 


8. Lack of contact with shareholders 
Board members might distance themselves from shareholders to cover their 
problematic actions. 


Approaches to corporate governance 


What sort of approach is suitable for a corporate governance code is a 
continuous debate. There are 2 main approaches to corporate governance. 
1. Principles-based systems (AKA Framework approach) 
2. Rules-based systems (AKA Compliance approach) 


Principles-based approach is the approach driven by values and principles. A 
framework of this sort consists of best practices and guidelines. Despite having no 
legal penalties, companies are expected to follow these for the sake of ethics. 
Example - UK Corporate governance code 


Rule-based approach is the approach driven by the law. Not adhering to it will be 
addressed by the legal system of the country. 
Example - USA Sarbanes-Oxley act 2002 (SOX) 


US Sarbanes-Oxley Act (SOX) 


SOX is the corporate governance code of the USA. The act is applicable only in the 
USA and the subsidiaries of USA-based companies. 


The act was introduced in 2002 following some corporate governance scandals 
including WorldCom and Enron cases. 


1. Auditor independence External auditors have restrictions on 
additional services they can offer 


2. US stock exchange regulations Similar to the UK regulations 


3. Internal control reports A statement on internal control systems must 
be included in the financial reports 


4. Audit committee Companies should necessarily have an audit 
committee to be allowed to trade in stock 
markets. 


5. Increased financial disclosure Financial statements must include all the 
sources of financing in the financial 
statements. 


The SOX Act does not mandate that private cooperatives (those that do not 
register their stock in exchanges) have an audit committee. However, it is strongly 
recommended by audit firms to have one. 


The UK corporate governance code 


The Financial reporting council (FRC) promotes the UK corporate governance 
code as the responsible body for promoting high standards of corporate 
governance in the UK. 


The UK corporate governance code has the following features 

e The board of directors 

e Director's power and duties 

e The relationship of the company with directors, such as loans to directors 
and the interests of directors in company contracts 

e Accountability for stewardship and financial reporting via the financial 
statements 

e Rules on meetings with resolutions 


All companies listed in the London stock exchange should necessarily apply the 
principles of the UK governance code. The companies must produce a disclosure 


statement with the confirmation of compliance with the code. The companies 
must explain any non-compliances as well. 


Smaller companies* can take more flexible approaches. 


FTSE is an index of the top companies 
e FTSEIOO is an index of the top 100 companies based on capitalization. 
e FTSE350 is an index of the top 350 companies (including FTSEI00s) based 
on capitalization. 
Visit the London stock exchange website here for examples. 


* According to the code, a smaller company is one that is below the FTSE 350 throughout the year 
immediately prior to the reporting year 


Principles in UK corporate governance 
code 


Board 


Board is the executive body of a company which consists of executives (with a 


balance of skills, experience, independence and knowledge) that meets regularly 


There are many roles on the board including, 
e Chairman 
e Deputy chairman 
e Chief Executive Officer (CEO) 
e Senior independent directors (SID) 
e Members (Executive directors, NEDs) 
e Chairs of board committees 


The board is now responsible for workforce policies and practices that reinforce a 
healthy culture as the 2018 revision of the code emphasizes the importance of a 
positive relationship between the company, its stakeholders and shareholders. 


The responsibilities of the chair, chief executive, senior independent director, 
board, and committees should be clear, set out in writing, agreed upon by the 
board, and made publicly available. 


The board has some recommendations on having Non-Executive Directors (NEDs) 
in it. This matter is explained later in the NEDs section below. 


Annual General Meeting (AGM) 


AGM is the meeting held by a company to allow the board to communicate with 
the shareholders. 


Roles in UK corporate governance code 


The chairman and the CEO are important roles on the board. Positions of these 
roles should be separated to ensure that no single individual has too much power 
within the company. 


Chief Executive Officer (CEO) 


The CEO is the highest ranking executive responsible for the everyday running of 
an organization. CEO is often responsible for making strategic decisions, ensuring 
profitability, improving share prices, managing overall operations, and expanding 
the business. CEOs are often elected by the board of directors. 


Chairman 


Chairman is the role responsible for the leadership and the effectiveness of the 
board. The chair 
e Facilitates productive board relations. 
e ensures that all non-executive directors effectively contribute to the 
board 
e Ensures that the board receives reliable information. 


The chairman should be independent on appointment and the same person 
cannot hold both CEO and chairman positions. 


Executive Directors 


Executive directors are directors involved in the day-to-day management of an 
organization. 


Non-Executive Directors (NEDs) 


Non-executive directors are directors who don’t participate in the day-to-day 
management of an organization. They primarily only attend board meetings (and 
the meetings of board committees). 


The key role of a NED is to reduce the conflict of interest between management 
and shareholders by providing balance to the board. NEDs are paid a fee (Such as 
a fixed daily rate) that reflects the time commitment and the responsibilities of 
the role. The rate is often decided by the executive directors. 


Non-executive directors 
e Assist policy-making 
e provide strategic guidance 
e offer specialist advice 
e hold management to account (Keep an eye on executives for all the other 
stakeholders) 


The role of NEDs is an established best practice in corporate governance. The 
role's prominence has grown significantly in recent years. 


The NEDs should be as independent as possible. To ensure that, NEDs must not 
e Have been an employee of the company in the last 5 years 
e Hada material* interest in the company in the last 3 years. 
e Served as a NED for the same company for more than 9 years. 
e Have company share options, performance-wise pay and company 
pension. 
e Have close relatives who are executives of the company. 
e Holds cross directorships* 


Any of these elements could compromise the NEDs' independence. A NED can be 
either independent or not independent based on these elements. 


*Material - Materiality is a concept or convention within auditing and accounting relating to the 
importance/significance of an amount, transaction, or discrepancy. In a legal context, material 
Interest means direct or indirect ownership of more than 5% of the total assets or capital stock of 
any business entity 


*Cross directorship - A cross directorship is said to exist when two (or more) directors sit on the 
boards of the other. In most cases, each director's ‘second’ board appointment is likely to be 
non-executive. For example, director Alan is an executive director on the board of company Adex 
and also holds a non-executive position on the board of company Badex. Director Barry is an 
executive director on the board of company Badex and also holds a non-executive position in 
company Adex. This can compromise the independence of the directors involved. For example, a 
director decides the salary of a colleague who, in turn, may play a part in deciding his own salary. 
And remember, no director should decide their own salary! Alternative Example here 


Typical recommendations are 
e Atleast half of the board should be independent NEDs. A smaller company 
should have at least 2 independent NEDs. 
e One of the NEDs should be appointed the “Senior Independent Director”. 


Senior Independent Director (SID) 


Senior Independent Directors can act as alternative points of contact. 
Shareholders can contact them to raise a matter outside the normal executive 
channels. Investors who may have made little headway in discussions with the 
Chair, chief executive, or finance director - or who may have concerns about the 
performance of these individuals can also contact the SID. Extra information here. 


Note: All the references, resources, and links for the UK corporate governance 


code and other materials are available at the end of the lesson in the additional 


reading section. 


Committees in UK corporate governance 
code 


Nomination committee 


Appointments to the board should be subject to a formal, rigorous, and 
transparent procedure and an effective succession plan should be maintained for 
the board and senior management 


The revised 2018 Code states that the nomination committee is responsible for 
effective succession planning when developing a more diverse board and that 
the gender balance of senior management and their direct reports should be 
reported. 


The nomination committee assesses a company’s board of directors and looks at 
the qualifications and traits expected of new board candidates. 


Recommendations 

e Appointment to the board should be made via the nomination committee 

e 50% of the committee should be made up of NEDs. 

e Committee chair should be either the chair of the board or an independent 
non-executive director 

e The chair of the board shall not chair the committee when it is dealing with 
the matter of succession of the chair of the board (Otherwise OK) 

e The committee is responsible for effective succession planning as per 
recommendations of the 2018 revision of the code 

e Both appointments and succession plans should be based on merit and 
objective criteria. 

e Committee should promote diversity of gender, social and ethnic 
backgrounds, and cognitive and personal strengths. 


Additional reading - Chartered Governance Institute 


Remuneration committee 


The remuneration committee is the committee responsible for deciding on the 


payments and incentives offered to Executive Directors. This is including pension 


rights and compensation payments. 


No director should be involved in deciding their own remunerations! The 


remuneration committee strengthens this principle of corporate governance. 


Recommendations 


Remuneration committee should have at least 3 members (at least 3 for 
FTSE 350 companies and at least 2 for smaller listed companies) 

All members of the remuneration committee should be NEDs. 

The company's chairman can be a member of this committee 

The company’s chairman can't be the chair of this committee (despite 
being a member) 

The chair of this committee must have been a member of the committee 
for at least 12 months. 

Remuneration should be sufficient to attract, retain and motivate quality 
directors but shouldn't be more than necessary. 

A significant proportion of director remunerations should be 
performance-based. 


According to the 2018 revision of the code, there should be a “Remuneration 


Report” which also explains how remunerations help the organization to achieve 


its strategy and long-term success and its alignment to workforce remuneration. 


Advantages 


It reduces the risk of agency problems by disabling the directors from 
deciding their own payment 

Allow the board to focus on objectives and strategy rather than 
self-interest 


Disadvantages/Limitations 
e NEDs might recommend high remunerations for EDs hoping that the EDs 
would recommend high remunerations for the NEDs. 
e Remuneration committee requires time, money and resources that could 
be spent on other organizational goals. 


Additional reading - Chartered Governance Institute 


Audit Committee 


The audit committee is the committee that acts as a liaison between the directors 
and the auditors. 


The audit Committee is the committee responsible for monitoring and reviewing 
the company’s financial controls and the integrity of the financial statements. 


Recommendations 

e Audit committee should have atleast 3 members (at least 3 for FTSE 350 
companies and at least 2 for smaller listed companies) 

e Allmembers of the audit committee should be independent NEDs. 

e The board should review the effectiveness of risk management and 
internal controls at least annually and report to shareholders covering all 
material controls 

e The chair of the board should not be a member 


Activities of the committee 
e The audit committee acts as a medium for communication between the 
board of directors and the internal and external auditors. 
e Review the work and effectiveness of the internal audit function 
e Monitor the external auditor’s independence and objectivity 
e Short-list external audit firms when a change is needed 


Responsibilities of the committee 
e Reviewing accounting policies and financial statements as a whole to 
ensure that they are appropriate and balanced 


e Review systems of internal controls and risk management within the 
organization. (Note. That risk management may be dealt with by a 
separate committee — the risk committee) 

e Agreement on the work agenda for the internal audit department, as well 
as reviewing the results of internal audit work. 

e Liaising with external auditors, including dealing with problems in the audit 
as they arise as well as the appointment and removal of external auditors. 


Additional reading - Chartered Governance Institute 


Committee Summary 
Remuneration 


Members required | Not given 2 
(small companies) 


Members required | Not given 3 3 
(Large companies) 


How many 50% of members | 100% of members | 100% of members 
members should 
be NEDs 


Is the Essential Essential Essential 
independence of 
NEDs essential 


Can chair of the Yes (only if 
board be a member independent) 
of this committee 


Can chair of the Yes and 
board be the chair | recommended* 
of this committee 


* But only when not dealing with the matter of succession of the chair of the board. 


Ethics 


Ethics is the system of moral principles that concerns the concepts of right and 


wrong. 


The application of ethical values into a business is generally known as “Business 
ethics”. Ethics are expected to be upheld even though they are not required by 
law. Business ethics might be explicit and even included in the mission statement 
or policy statements. In some cases, ethics are not explicit and integrated into the 


organization's culture. 


The role that the finance function performs should be carried out ethically, with 
integrity and professionalism in mind. 


Many factors may define the rightness or wrongness of an action. The list includes 
e Principles - A rule of conduct based on beliefs of what is right and wrong 
e Values - What the society considers to be right or wrong 
e Place - Culture, location, society, and national 
e Intentions - The motivation of those who are involved in the action 
e Consequences - The result of the action. 


Ethical behavior is usually judged by consequences rather than motives or 
intentions. What's right and wrong might be judged differently based on the 
country, location, and culture as well. Even two neighboring organizations situated 
in the same place might have different moral views. 


Despite not being enforced by the law, ethics are pressured on businesses by 
various sources such as, 

e Pressure groups 

e Media 

e Consumers 

e NGOs 

e Employees 


Advantages of being ethical 


Ethical behavior reduces risks, ensures long-term profitability, and gives access to 
cheaper funds, in turn, increasing the profitability of projects. On the other hand, 
unethical behavior can potentially damage the reputation of a company and put 
the company at legal risk in the case of being discovered. 


Here are some major advantages of being ethical 
e Resulting in potential higher sales volumes and prices due to customer 
trust. 
e Ability to attract and retain the best employees and ability to get 
improvements in employee productivity. 
e More opportunities for profitable projects as business collaborators can 
establish trust 


CIMA's Code of Ethics 


The International Federation of Accountants (IFAC) maintains an ethical code 
that is made concerning the accounting profession. The CIMA’s code of ethics is 
based on the IFAC’s standard ethics code which is globally accepted by many 
independent accounting bodies. 


Here are the 5 fundamental ethical principles in the CIMA’s code of ethics. 


Integrity We should be straightforward, honest, and truthful in all 
professional and business relationships. We should not be 
associated with anything deceptive or misleading. 


Objectivity Accountants should not allow bias, conflict of interest or the 


influence of other people to override their professional 
judgment. 


Professional The individuals should maintain their professional competence. 

competence In other words, they should be able to work carefully, 

and due care thoroughly, and diligently in accordance with relevant 
technical and professional standards. Those working under 


your authority must also have the appropriate training and 
supervision. 


Confidentiality | We should not disclose professional information acquired 
through professional relationships unless we have specific 
permission or a legal or professional duty to do so. Such 
information should not be used for personal gain. 


Professional Comply with relevant laws and regulations. You must also 
behavior avoid any action that could negatively affect the reputation of 
the profession. 


Additionally, You can review the official code and the explanations here on the 
official CIMA website. View a PDF copy of the code here. 


Corporate code of ethics (Code of conduct) 


A corporate code of ethics is a statement of business guidelines and internal 
policies that are meant to be followed by employees. 


Companies do not have a legal obligation to create this. Instead, most large 
companies create a code of ethics of their own will 


Corporate code of ethics can come in various formats 
e Corporate ethic statement - Usually, a broad generalization 
e Corporate ethics code - usually, contain more specific rules 


Companies hire compliance officers (or ethics officers) to maintain the 
application of the code of ethics throughout the organization. Employees can 
discuss ethical dilemmas and any concerns about the ethical code with the 
compliance officer. 


Ethical Conflicts 


A ethical conflict is a situation in which a person has two ethical obligations, 
which cannot be met both at once. 


An Ethical dilemma is a situation that pushes a decision maker to decide what is 


the ‘right’ to do and what is the ‘wrong’ thing to do. 


A true dilemma is an unresolvable ethical conflict. It will probably make you 
choose the lesser wrong instead of the right. 


According to the CIMAs code of ethics (Section 210), an ethical conflict arises 
when a member encounters one or both of the following: 
1. Obstacles to following an appropriate course of action due to internal or 
external pressures 
2. Conflicts in applying relevant professional and legal standards 


Examples of ethical dilemmas in businesses are listed below. 
Accounting issues 
e Should a member report a potential fraud that might violate 
confidentiality? 
e Should the business make its accounts in a way that increases the profit 
reported? 
e Should directors be paid high remunerations despite the organization's 
performance being low? 
e Should the company bribe other companies to facilitate contracts, 
especially where such activities are commonplace? 
e ls it acceptable for the directors to purchase company shares to boost the 


share prices in stock markets? 


Production issues 
e should the company test its products on animals. 
e should the company produce certain products at all, for example, bombs, 
guns, tobacco etc. 


e should the company be concerned about the effects on the environment of 
its production process. Sales and marketing 

e Is it ethical to target advertising at children, for example for fast food or for 
expensive toys at seasons? 

e Should products be advertised by junk emails or spam emails? 


Personal (HRM) issues 
e Employees should not be favored or discriminated against based on 
gender, race, religion, age etc. 
e Thecontract of employment must offer a fair balance of power between 
employee and employer 


-The above definition and examples are from CIMA official study texts. 


Corporate Social Responsibility 


CSR is the idea that companies should be accountable and sensitive to all their 


stakeholders (including society and the public) rather than just shareholders. 


As described earlier in this lesson, Someone with an interest (stake) in a company 
is considered a stakeholder. A shareholder is a type of stakeholder. 


CSR goes beyond mere legal compliance as it is a voluntary commitment to be 
ethical in a competitive environment. 


There are many kinds of social responsibilities that a corporate can practice. The 
responsibilities might be categorized in different ways by different individuals. 
There is no clear general categorization. 


CSR Category Example considerations 


Environmental The way that company e Usage of non-renewable 
responsibilities operations impact the material. 
environment shouldn't be e Usage of non-degradable 
ignored. material. 


Ethical The company should actina | e Paying employees fairly. 
responsibilities fair and just way exceeding e Experimentations on 
legal obligations. animals. 


Health The health impact on e Promotion and production of 
responsibilities customers should be products such as alcohol 
considered and tobacco. 
e Safety of products and 
production process. 


Philanthropic Companies can make e Donating to funds. 

responsibilities contributions with the desire e Donating to charities. 
to promote the well-being of | e Supporting community 
others. 


Types of CSR strategies 


A company can strategize how they approach CSR as a unique organization. Here 
are some generic strategies that organizations take. A company might use any of 
the following strategies depending on the situation. 


1. Reactive strategy 

Reactive companies prefer responding to issues after they occur. Unless 
otherwise provoked or caught, they might utterly ignore the issues they made. 

Eg - Driving over someone by mistake, then running away until the police find out. 


2. Proactive strategy 

Proactive companies prefer responding to issues before they occur. This 
approach involves pre-planning, controlling and being aware of the environment. 
They take responsibility for their actions without any provocation to do so, even in 
case it would cost them. 


Eg - Learning to drive properly and driving slowly so no one gets hit and gets into 
accidents. 


3. Accommodation strategy 
Considering CSR in response to pressure from interest groups or the government. 
They might change their policies to satisfy critics. 


4. Defense strategy 

These companies make a point of following the law to ensure that others cannot 
take legal action against them. 

Eg - Acompany may create more waste than necessary, but it will remove the 
waste in a legal method rather than dumping it illegally. 


5. Obstructive strategy 

These companies avoid CSR and focus on profit. In case it faces issues, they deny 
its responsibility and wrongdoing. Possibly use obstacles to deliberately slow 
down the investigations and pressure from society. 

Eg- Acompany may create more waste than necessary, then dump it illegally to 
say they didn’t do that but someone else might in case they were caught. 


Additional read - here 


Benefits of CSR 


Good CSR practices can provide many strategical advantages to a business. 


However, traditionalists argue that companies should solely focus on making 
money for the shareholders and they shouldn't worry about social responsibilities. 


Modernists on the other hand argue that CSR enhances a company’s reputation, 
which makes the company's long-term future shine. 


Some of the potential strategical advantages of CSR are as follows 

e Strenghtnes the brand - The CSR might increase the reputation of the 
company and the brand. 

e Social expectations - Society and the customers increasingly expect the 
companies to be responsible 

e New opportunities - Organizations prefer partnerships with responsible 
companies for mutual benefit 

e Better staff - Employees with better qualifications prefer working in more 
responsible companies. Some even refuse to work in irresponsible 
companies. 

e Unique identity - CSR strategies can provide a unique identity to a 
company by acting as a method of differentiation. 

e Reduction of costs - Costs could be reduced in different ways (Tax grants, 
Green energy). 


Arguments against CSR 


e Businesses may use CSR as just a PR (Public Relation) exercise. 
e Increased costs as it cost to maintain these principles. 
e Companies should just focus on maximizing profit 


Corporate Digital Responsibility 


CDR will be discussed later here in Lesson 4. 


+ Potential exam testing 
points 


Here are some potential points that might be tested in the exam. Keep in mind 


that these are for your reference only. There might be questions outside of these 


points as well. More about potential exam points is available in the introduction 


section [here] 


This lesson is heavy in content compared to other lessons and there are many 


points that could be tested 


What is the “new norm” (you should try to memorize or at least have an 
idea of that entire section) 

Name the 2 major business sectors 

Identify whether a given organization is in the public sector or private 
sector 

Identify whether a given organization is a profit-oriented organization or a 
not-for-profit-oriented organization 

Identify the “business type” of a given organization 

Ability to differentiate companies from partnerships 

The primary goals and the secondary goals of the profit-oriented and the 
not-for-profit-oriented organization. (Objectives hierarchy) 

3 effects of “technological connectedness” 


9. 3 main types of stakeholders (Internal, Connected, External) 


. Define 3 main stakeholder types 

. Examples for each of those stakeholder types 

. Define stakeholder conflicts 

. Identify stakeholder conflicts in a given list of incidents 
. Mendelows power matrix 


a. Understand the Mendelows power matrix 

b. label the components on a given empty/partially empty image of 
the matrix 

c. Name the 2 axes of the matrix 

d. Place a given example stakeholder in the relevant position of the 
matrix based on its power and interest 


e. Criticism of the Mendelows power matrix 

15. Definitions of economy, efficiency, and effectiveness 

16. 5 main functions (departments) and 3 main resources of typical 
organizations. 

17. Know and explain the 3 key roles of the finance function 

18. Know and explain the 6 key activities of the finance professionals 

19. Categorize the key activities of the finance professionals to the key roles 
(enable, shape, and narrate) they have in organizations 

20. Definition of corporate governance 

21. Definition of agency risk 

22. Illustrations of poor corporate governance 

23. 2 main approaches to corporate governance 

24. Differences between principle-based systems and rule-based systems 

25. Have an idea of the requirements of the Sox act 

26. Name the organization that promotes the UK corporate governance code 

27. Necessary corporate governance compliance requirements of large 
companies and small companies 

28. Have an idea of the new things added by the 2018 revision (highlighted in 
the note by bolding the font) 

29. What are the committees mentioned in the UK corporate governance 
code? 

30. Activities and responsibilities of those committees? 

31. Why the role of CEO and president should be separated 

32. What is a NED and what do they do? 

33. Know that the role of the NED is an established best practice with 
increasing prominence 

34. How many NEDs should be on a director board depending on the size of the 
organization? 

35. How many NEDs are necessary for each committee depending on the size 
of the organization 

36. What compromise the independence of a NED? 

37. Identify the characteristics that compromise the independence of a 
described example NED 

38.Who should appoint as a SID? 

39. Define ethics and business ethics 

40. Benefits of a company that behaves in an ethical manner 


41. Describe/Name/Explain the 5 ethical principles in CIMA’s code of ethics 

42. CIMA’s code of ethics is based on the IFAC’s standard ethics code 

43. Identify the ethical principles in CIMA’s code of ethics that have been 
breached in a given example scenario 

44. Understand what a code of ethics is and what it might contain 

45. What is an ethical conflict? 

46. Ability to understand examples of ethical conflicts 

47. CSR definition 

48. Traditionalist and modernist views on CSR 

49.Criticism of CSR 

50. Benefits of good CSR 


+ Additional reading 


Here are some suggestions on external material that you can use to improve your 
knowledge. Try going through the UK corporate governance code if you have 
enough time. 

1. Re-inventing finance for a digital world whitepaper by CGMA [Article] [PDF] 


2. 2018 UK corporate governance code highlights by FRC [Article] [PDF] 

3. THE UK CORPORATE GOVERNANCE CODE by FRC [Article] [PDF] 

4. The UK corporate governance code - 2018 Corporate governance reforms 
by KPMG [PDF] 

5. Governance in brief - FRC issues new UK Corporate Governance Code by 
Deloitte [PDF] 


6. Terms of reference for the nomination committee by The Chartered 
Governance Institute of UK and Ireland [Article] [PDF] 

7. Terms of reference for the remuneration committee by The Chartered 
Governance Institute of UK and Ireland [Article] [PDF] 

8. Terms of reference for the audit committee by The Chartered Governance 
Institute of UK and Ireland [Article] [PDF] 

9. Code of ethics at a glance by CIMA [Article] 

10. CIMA’s code of ethics [PDF] 
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